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ROUND TABLE MEETINGS. 

The Round Table Meeting on Higher Commercial 
Education was held in the Rhode Island Historical So- 
ciety Building, at 3 p. m., with Joseph French Johnson as 
chairman. The chairman announced that after corre- 
spondence with various members of the Association he 
had distributed the following memorandum as a basis 
for discussion : 

Joseph French Johnson: It is proposed that the 
following two topics should be considered : 

(1) Can and should education for business be placed 
upon a professional basis ? 

(2) The relative value of theoretical and practical 
work. 

It is suggested that there should be at the outset some 
agreement as to the meaning of the words theoretical, 
practical and professional. Accordingly I submit the fol- 
lowing attempts at definition : 

Theoretical work. By this is meant the explanations 
of phenomena rather than the acquisition of information 
or study of facts. In Political Economy theoretical work 
is concerned with the theories of value, prices, wages, 
profits, etc., it being assumed that the student has an 
adequate knowledge of the facts to be explained. 

Practical work. By this I understand the study of 
facts and operations of business organisms. For example, 
theoretical work in banking seeks to make clear the rea- 
sons why the rate of discounts fluctuates, why loans and 
deposits increase in good times; why panics cause high 
rates of interest and low prices; why excessive bank re- 
serves lead to the exportation of gold, etc. The end of 
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practical work in banking is to make the student familiar 
with the actual operations of a bank, with the different 
duties of the bank employees, with the arithmetic of for- 
eign exchange, with bank book-keeping, with the laws 
governing the administration of banking institutions, etc. 

Everyone will doubtless admit that there should be a 
combination of theoretical and practical work, but on 
which is the greater emphasis to be put, and to which 
ought the greater amount of time to be given? Which 
will be likely to prove the more important or valuable to 
the student in later life? 

Professional. A profession I understand to be a call- 
ing which cannot be successfully undertaken by a young 
man unless he has first completed a course of study in- 
tended to give him a lot of special or technical informa- 
tion not possessed by the average man, and not to be 
easily acquired by experience. Education for law, medi- 
cine, dentistry, veterinary surgery, engineering, is, for 
example, on a professional basis, for schools exist for the 
sole purpose of preparing men for these callings, and it 
is generally admitted that school training is necessary to 
their successful pursuit. I know of only one group of 
business men who are seeking to place their calling on a 
professional basis, namely, the public accountants. In 
their case the incentive has come from the recent enact- 
ment of state laws providing that official certificates of 
proficiency shall be given to men who successfully pass 
certain examinations on accounts and commercial law. 
The question arises, is it possible for schools to prepare 
men for the profession of accountancy to the same extent 
that law schools prepare them for the practice of law? 
If so, what should be the scope of the instruction? 

Again, can or should schools prepare young men for 
the calling of the banker? No school may now be in 
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existence capable of supplying all the necessary instruc- 
tion, but might not such a school be created, and would 
it be worth while ? 

The Chairman then invited questions and discussion, 
and for half an hour there was an interesting but entirely 
informal exchange of views and opinions. Some of the 
speakers insisted on the importance of preserving the 
culture element in commercial education, while others 
seemed more impressed with the difficulty of getting any 
educational value out of some of the subjects which have 
a place in our schools of commerce. Do not our larger 
universities already offer practically all that is worth 
while or that is possible in the field of commercial edu- 
cation ? What should the curriculum of a school of com- 
merce contain that is not already found among the elect- 
ives of many of our universities ? The discussion of these 
questions led Mr. Cleveland to present a tentative outline 
of a curriculum for a college course designed to fit young 
men for business. Mr. Cleveland's scheme and his re- 
marks furnished the topic for the greater part of the suc- 
ceeding discussion. Among those who spoke were F. W. 
Taussig, Harvey S. Chase, H. S. Person, John Cum- 
mings, J. W. Crook, E. Wambaugh, Henry D. Sharpe, 
and Charles W. Mixter. The remarks of Mr. Cleveland 
and others follow: 

F. A. Cleveland : Before attempting to state a con- 
clusion as to whether the university should undertake the 
demand for a professional school of accountancy, I under- 
took tentatively to arrange a curriculum. As a result of 
such inquiry the conclusion reached is that a distinct de- 
partment or school may be organized which would have 
a dignity and educational value equal to that of any pro- 
fessional or technical school or department at present 
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recognized. To give concreteness to discussion, there- 
fore, I present the tentative curriculum thus formulated : 

REQUIRED COURSES 
Num- 
ber Ac- In- Trans- Public 
LIST OF COURSES Of- count- sur- Com- porta- Fi- Busi" 
TO BE OFFERED fered ancy ance merce tion nance ness 

I. Professional Courses... 34 18 10 6 12 10 8 

II. Scientific Courses 38 10 10 16 14 13 16 

III. History 5 1 4 4 2 2 4 

IV. Language 8 2 4 2 4 2 

V. Mathematics 4 I 4 1 

VI. Logic 1 

Total 90 30 30 30 30 30 30 

Entrance requirements to be the same as for Freshman 
Class in other regular departments of the University. In 
case the other Professional and Technical Schools of an 
institution require the bachelors degree for entrance, this 
department should also be put on the same plane. Forty- 
semester courses of three hours per week necessary to 
graduation — thirty courses being required, and ten 
courses being elective. On graduation the degree of 
Bachelor of Science in Administration (B.S.A.) Bachelor 
of Science in Accountancy (B.S.Ac.) or some similar 
title to be granted. Should the school or department be 
put on a post graduate basis, on successful completion of 
two years' work, a degree of Master of Administrative 
Science (M.A.S.) or Master of Public Accountancy 
(M.P.A.) might be conferred; or on completion of a 
four year course the degree of Doctor of Administrative 
Science (D.A.S.) or Doctor of Public Accountancy 
(D.P.A.). 

Each of the established professions has grown up in 
response to a demand for a specialized form of advisory 
service. The profession of public accountancy — the new 
profession which has arisen in response to the demand 
for competent advisers on matters of financial integrity 
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and industrial control — requires a broad scientific and 
professional training. The many men looking toward 
administration as a career are also seeking an educational 
equipment for this career. Several of the Universities 
have established departments of instruction grouped 
around economics and political administration, but so far 
none has had distinctly in mind the demand which is 
made the present subject of conference — the demand for 
specialization which would put the science of adminis- 
tration on a footing of equality with botany, zoology, 
physics, or chemistry— the demand which would put the 
profession of public accountancy on an educational equal- 
ity and dignity with law, medicine, and engineering. 

The objections urged against the institution of such a 
department or school in the University may be resolved 
into two general propositions : ( 1 ) That this would mean 
high specialization from the beginning of the freshman 
year for those who are about to enter on administration 
or professional work; and (2) that in a University a de- 
partment which teaches economics should aim primarily 
to give instruction which would lead to good citizenship 
rather than to money making or private welfare. Both of 
these are reasons for eliminating all professional speciali- 
zation from the college course, and therefore both objec- 
tions would be met by placing the school of administrative 
science and accountancy on the same basis as are those 
schools already established. 

But let us critically examine the arguments of those 
who advocate the old form of stereotyped classical course 
which is adverted to as desirable because it furnishes a 
"liberal education". These persons assume to oppose 
what they term "early specialization". In arguing thus, 
however, the advocate of the "classical school" forget 
that from every point of view the old time "classical" 
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course is the most highly specialized course in the cur- 
riculum. It was not till science knocked at the doors of 
the academy and was admitted that the universal college 
department offered a truly liberal course of instruction — 
one that was equally well adapted to the educational uses 
and cultural ends of all men who would devote themselves 
to intellectual work. 

We turn now to citizenship. What is a prerequisite 
to good citizenship ? Should the schools direct the ener- 
gies and attention of students to baseless theories and to 
the fabrications of dreamers or should the future good 
citizen come to know institutions as they exist and to have 
an intelligent interest in their affairs ? The "man of 
learning" has had his interest stimulated in ideas and 
concepts that are so far removed from institutional life, 
that he fairly abhors the name of government. What is 
the result? (1) Corporate misrule and a continued re- 
currence of institutional infidelity which has given cause 
to man to doubt the integrity of his fellows. This is the 
result of the false training of our schools and- colleges. 
There is no department that would contribute so much to 
public honesty and private honor as a school of adminis- 
trative science and accountancy — a school which would 
not only train men in the science of institutional organiza- 
tion and management, but also in the methods of intel- 
ligent and effective control. 

Henry D. Sharpe: It is an error to try to classify 
accounting, either the present or the future, as a liberal 
profession, for you do not help either accounting or the 
liberal professions which are and should be in a class by 
themselves. Business men demand of accountants, 

First. A general education, depending upon the class 
of accounting which the individual is to serve. In the 
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more ordinary classes of accounting of course a High 
School training would serve, but in the higher classes, 
both of the present and the future, the young man should 
have a bachelor's degree ; the more general and broad his 
education the better. 

Second. A specialized training in the principles and 
various elaborations of accounting practices, following 
the attaining of a bachelor's degree. The ambitious busi- 
ness man of to-day, and probably more in the years to 
come, will manage his business through the corporation 
form. As assistants to administer his business he desires 
a corp of specialists, say a designing engineer, a man to 
manage the working force, a man skilled in selling to 
manage the distribution of his goods, etc., and lastly he 
does and will require a man skilled in accounting. Ac- 
counting is as important a part of the business in its way 
as the work of any other specialist. As a preparation 
for this work the shorter the course can consistently be 
made the better for the young man, and later for the 
business into which he is to go. All accounting work 
must conform to the case to which it is to be applied. One 
can learn at a school the best principles and a variety of 
practices, but he can never learn all practices or, what is 
better, get the experience of putting training into effect. 

In conclusion, I feel that manufacturers of to-day will 
welcome a class of good accountants if the schools will 
produce them, but good management of business, after 
all, is only the application of common sense and experi- 
ence. We cannot map out any lengthy course which is 
going to create business men. 

Charles W. Mixter : My objection to Prof. Cleve- 
land's scheme is entirely grounded on the fact that it is 
put forward as an undergraduate course leading to a 
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baccalaureate degree. Our first business in colleges, 
which must be performed anyway whatever else we do 
or leave undone, is to educate for citizenship and for life. 
Such a highly specialized course of vocational studies for 
undergraduates as has been just now recommended to 
us, is, I submit, an educational monstrosity. I might 
accept it heartily, with a few modifications, as a post- 
graduate plan of study; but as a course for undergradu- 
ates, I feel constrained to protest against it. I do not 
believe that business itself can be taught in schools; but 
certainly advanced instruction in accounting and other 
commercial subjects, in their proper place, is a good thing. 

It is asked, what shall be done for those students who 
have not the time, money, or inclination to take a regular 
college course, before taking a higher specialized course in 
commerce ? In reply, we should continue to do what we 
are doing now, for them and others like them. Let them 
go from the high school or academy to the vocational 
school, omitting the college course altogether. It was a 
mistake for the legislatures ever to have given to the 
technical schools the right to grant the degree of Bachelor 
of Science. Their degrees should have been Civil Engi- 
neer, Mechanical Engineer, and the like. Let the im- 
proved higher school of commerce, taking the place of the 
ordinary so-called business college, grant some similar 
degree; but not the degree of Bachelor of Science — and 
let is not be called a college course. 

Something said by one of the speakers about graduates 
of Higher Commercial Schools connected with colleges 
getting advanced pay immediately upon graduation be- 
cause of their special training, reminds me of a danger to 
economics itself arising from the establishment of such 
schools. Economics as taught in institutions of learning 
in the past has always taken the social point of view; it 
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has been political economy, a branch of statesmanship, a 
training for citizenship. There is another thing somewhat 
similar to it in form, but wholly different in spirit, which 
Aristotle called — as translated by Jowett — "the art of 
money making". If by reason of these new practical 
tendencies in education our collegiate economic teaching 
becomes in time imbued through and through with the 
spirit of the "art of money making" — if chrematistics are 
taught in place of economics — it will have been an un- 
happy day when higher commercial education was first 
thought of. 

We need to-day to teach economics for its higher pur- 
pose as never before. We need to teach all of the liberal 
studies along with it to give men broad views of them- 
selves and society, and to keep them from being grafters. 
An educational system wholly given over to technical 
studies and the commercial branches would make a nation 
of barbarians. Too many of our men in leading posi- 
tions of responsibility are already semi-barbarians; they 
are not educated. 

To conclude: as a compromise between the ideals of 
education and the pressure from the outside for "prac- 
tical" instruction, I suggest that the chief subjects taught 
in the so-called business colleges be incorporated in a four 
years' course in the regular colleges. That will not dilute 
a real college training very much and will induce many 
to go to college who otherwise would not go at all. Ac- 
counting (which is much more nowadays than mere book- 
keeping) should be taught generally to a greater or less 
extent in all our schools. A widely diffused knowledge 
of accounts will promote thrift and constitute, as Pro- 
fessor Cleveland truly maintains, one of the chief forces 
making for righteousness, both in public and private 
business. 
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James W. Crook : The question of commercial train- 
ing and college training has importance to the practical 
educator from several standpoints. In the first place, 
one trained according to the traditional conceptions of a 
college course finds it difficult to admit that courses deal- 
ing with the practical activities of business life can be in- 
troduced which shall have anything like the same broad 
training- power as the so-called humanities. I hope, how- 
ever, that those who believe that such courses can be given 
will not tire in the work of propaganda. In the second 
place, the popularization of education has brought an in- 
creasing number of men into the colleges who expect 
ultimately to enter business life. Hence there is a strong 
demand for courses which shall give some definite train- 
ing in the practical activities of business life. I have felt 
the pressure at Amherst and I have come to believe that 
there is a field for college work that should engage the 
serious attention of educators. From this standpoint I 
value Mr. Cleveland's plan as suggestive. 

On the other hand there is a great body of young men 
who are all in the earlier stages of business, such as bank 
clerks, who have never been to college, and who are in 
serious need of a broader outlook upon life than their 
particular occupation affords them. I am of opinion that 
the colleges should earnestly endeavor to bring to these 
classes opportunities for study and discussions which shall 
convey some cultural and broadening effects. 



64 American Economic Association 



The Round Table Meeting on Transportation was 
held in Rockefeller Hall, at 3 p. m., with Frank Haigh 
Dixon, Dartmouth College, as Chairman. The subject 
was the Administration of the New Interstate Commerce 
Act. The discussion was opened by William Z. Ripley, 
Harvard University, who presented the problems still 
awaiting solution under the four heads of the long and 
short haul clause, pooling, pressure for new capital in the 
form of short term notes, convertible bonds and the like, 
and anti-stock-watering laws that should prevent infla- 
tion. The discussion, which was quite informal, lasted 
nearly two hours and was generally participated in. 
Among those who took part, in addition to Mr. Ripley 
and the Chairman, were M. H. Robinson of the Univer- 
sity of Illinois, M. O. Lorenz of the University of Wis- 
consin, and Royal Meeker of Princeton University. 
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The Round Table Meeting on "Money and Banking" 
was held in Maxey Hall, December 27th, 1906, at 3 p. m., 
Mr. Davis R. Dewey presiding. The Chairman made a 
few introductory remarks explaining the nature of the 
meeting, and then introduced Mr. Maurice L. Muhleman 
of New York, who opened the discussion on the subject of 
"The Currency Reform Plans before Congress". Mr. 
Muhleman was followed by Mr. Henry W. Peabody of 
Boston, and Mr. William C. Cornwell of New York. The 
following persons also participated in the discussion: 
Don C. Barrett, Davis R. Dewey, Henry Farquhar, Henry 
B. Gardner, Jacob H. Hollander, J. W. Jenks and E. W. 
Kemmerer. 

Maurice L. Muhleman : The present agitation for 
currency reform is due to the recurrence in acute form of 
the manifestation of the effect of the inelasticity of vol- 
ume of our currency. Abnormal and erratic interest 
rates, menacing all business interests, are traceable di- 
rectly to this condition in our money supply, showing 
conclusively that the amendment of our bank-note laws 
is imperatively necessary. 

In New York City the rate for "call money" (i. e., 
loans repayable on demand, secured by deposits of stocks 
and bonds as collateral) has in recent years been as low 
as J of 1 % and as high as 186 % ; in the past decade the 
minimum rate has only once been as high as 2%, and the 
maximum as low as 6%. The rate for similarly secured 
time loans has fluctuated between i-J % and 10 % ; that 
for ordinary commercial paper between 2 \ % and 10 %. 

At interior points the money rates show no such ex- 
tremes, but are measurably affected when the extreme 
rates prevail in the chief center ; and rates are continually 
higher than the normal rates there, the excess increasing 
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with the distance from New York. Thus in the middle 
west 6 % is regarded as a reasonable rate; in Denver 
12 % money is not deemed exorbitant; while in sections 
remote from banking centers 15 % is not an unusual rate. 

The very low rates in New York occur when, owing 
to slackening of demand in the interior, banks there send 
the surplus funds to banks in the center, practically from 
January to June. The resulting congestion stimulates 
speculation and expansion of "call" loans. When, dur- 
ing the other half of the year, the crops are to be gathered 
and moved, interior demands increase, and a return of 
funds is necessary. Then New York banks must "call" 
loans ; rates rise, collateral is frequently sacrificed and we 
have almost annually an acute crisis. 

The evil is not a new one; we have had it with us, 
more or less, for the greater part of a century. The 
less developed sections have periodically demanded a 
larger volume of money, upon the assumption that the 
inequality in interest rates has been due to an insufficient 
supply. But the great increase — from $21.41 per capita 
to $32.32 per capita — from 1896 to 1906, has not served 
to solve our problem ; nor has the permission to establish 
small national banks (Act of 1900) improved conditions 
as much as was expected. A credit-note system alone 
can furnish a rational solution. 

Contrast ours with other systems : the Canadian, oper- 
ating under almost identical natural conditions, where 
such fluctuations never occur and rates in the far west 
are only slightly higher than in Montreal; the French, 
under which a 3 % rate has been steadily maintained for 
a series of years ; the German, where the present 7 % 
rate is regarded as dangerous, and indirectly due to the 
conditions here. 

These countries have, however, credit-note systems 
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and efficient regulating mechanisms, both of which we 
lack; and we appear also to lack the sagacity to provide 
ourselves with these. We even ignore our own experi- 
ence; for our Bank of the United States was an efficient 
regulating device, as unprejudiced examination of its 
operations will readily demonstrate. 

The large number of individual banking concerns here 
(6,200 national and 15,000 others) render the adoption 
of the Canadian system in to to impracticable; but the 
credit-note feature serves us as an excellent example. 
Moreover the very fact that we have so many independent 
banks makes central regulation necessary; direct regula- 
tion by the government cannot be as efficient as that of 
a central bank. 

Hence the urgent recommendation for such an institu- 
tion, to be owned by, and to deal with, the banks and the 
government exclusively, under control of the latter; to 
issue currency, rediscount for banks, hold government 
funds, etc. This has not as yet found favor with Con- 
gress. 

Objections to the central bank system are not founded 
in reason; sentiment against it has been artificially cre- 
ated through lack of information. The destruction of 
the Bank of the United States by the Jackson regime, 
instead of remedying the supposed defects in the system, 
was criminal, and was logically followed by disaster. The 
people in 1840 favored its re-establishment and only the 
death of Harrison and the apostacy of Tyler prevented 
that consummation. Thereafter the sub-treasury system 
was adopted and public opinion was trained to believe in 
the Jackson bogie. 

Education, based upon the example of the Bank of 
the United States and other efficient systems, will remove 
the sentimental objection ; and if the functions of the pro- 
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posed bank are limited, as indicated, the further objec- 
tion that the business of individual banks would be inter- 
fered with, is also obviated. Conditions are rapidly be- 
coming so intolerable that central regulation is impera- 
tive; if the bank plan is not adopted, direct government 
regulation will be. 

Our present bank currency lacks the essentials of such 
an issue; it will not adapt itself in volume to business 
needs, supplementing the metallic and other fixed money 
supply when required. Based as it is upon government 
bonds it is a speculative medium, the volume depending 
absolutely upon the measure of profit in dealing in bonds ; 
the increase is frequently largest when demands are low- 
est ; hence it brings about inflation. The increase of over 
300 millions of this currency since 1900 has been sub- 
stantially a continuous one; no contraction took place 
during the slack business seasons. Abnormally cheap 
money followed; speculative expansion, as usual, grew 
fully up to the increased money supply. This now con- 
stitutes a serious menace. 

Moreover, unless the bonded debt is increased, the fur- 
ther issue of bond-secured notes cannot be provided 
for; the growth of our Treasury surplus calls for reduc- 
tion of debt. As the supply of bonds diminishes the 
price will rise, wiping out the profit on note-issuing; in- 
jurious contraction will follow. The banks hold 600 
millions (out of 925 millions) of the public debt acquired 
by them under the law, almost compulsorily ; these should 
not be depreciated by new legislation. 

Hence the plan, recommended by the New York Cham- 
ber of Commerce, the American Bankers' Association, 
and the Banking Committee of the House of Represen- 
tatives, now pending in Congress, proposes to eliminate 
gradually the bond-security requirement. This plan is: 
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1. National banks having been in business at least one 
year, and having a surplus fund equal to at least 20 % of 
their capital, may issue notes on their credit to the extent 
of 40 % of their bond-secured notes, not to exceed 25 % 
of their capital, subject to a 3 % tax. The proportion 
to be increased if the ratio of volume of public debt, com- 
pared with the aggregate capital of the banks, diminishes. 
In addition they may issue similar notes to be taxed at 
5 % to the extent of I2| % of their capital, the total 
of bond-secured and credit notes not to exceed the total 
capital. (The ratio of bond-secured notes is now 62%% 
of capital, hence credit-notes are to be limited to 374 % 
thereof.) 

2. Banks shall hold reserves against the credit-note 
issues the same as now against deposits: central reserve 
banks 25 % all in cash; other reserve banks 25 %, half 
of which may be held in central reserve banks; country 
banks 15 %, of which 3/5 may be held in reserve banks. 
Thus funds are provided for current redemption of notes ; 
and the Comptroller of the Currency is to designate nu- 
merous redemption points and establish regulations for 
prompt redemptions. 

3. The taxes are to be held in the Treasury as a 
guaranty fund to redeem notes of failing banks, such 
payments to be reimbursed from the assets of such banks ; 
the notes not to have priority, however. To establish 
the fund at once each bank is to deposit gold equal to 
5 % of the amount of notes issued, to be repaid when its 
taxes equal that amount. 

4. Notes are to be receivable for all purposes the same 
as the bond-secured notes; their form and denomination 
to be determined by the Comptroller of the Currency; 
the expense of issue and redemption to be borne by the 
guaranty fund. 
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5. Notes may be retired, (to save the tax,) by the 
deposit of lawful money in the Treasury without limit; 
and the existing limit of $3,000,000 monthly upon the 
retirement of bond-secured notes is not to apply to the 
reduction of existing Circulation to the 62^ % limit. 

Another bill now pending provides that government 
moneys in excess of a reasonable working balance shall be 
deposited in national banks. 

The House Committee refused to recommend the re- 
peal of the $3,000,000 limit to reducing circulation refer- 
red to above, probably fearing undue contraction. It 
also changed the tax rate; the Bankers' Association 
recommended 2% % on the first class of notes ; the Cham- 
ber of Commerce favored a tax graduated from 2 % to 
5 % on all credit-notes, according to amount issued; the 
Secretary of the Treasury favored a tax of 5 % on all 
credit-notes ; the Comptroller of the Currency also prefers 
a graduated tax. 

Respecting the security of the notes it is urged that a 
tax of J of 1 % on the issue of national bank notes dur- 
ing the 43 years of their use, would have redeemed all 
the notes of all banks which have failed; hence a 5 % 
fund, twenty times as large, should be ample. 

Regulation of volume, an essential, is to come through 
the tax and frequent redemptions. Banks competing in 
the business of keeping their notes in circulation, from 
which they profit, will promptly send notes of other banks 
to the nearest center for redemption, during the seasons 
of slack demands; when this frequent redemption re- 
duces the profit to a point lower than the tax rate, notes 
will be retired. 

The issue of the first class of credit notes (taxed 3 %) 
would be profitable so long as money rates range approxi- 
mately at 4% % ; central reserve banks, which must hold 
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a larger relative cash reserve, require a slightly higher 
income. The second class (taxed 5 %) would be profit- 
able only when money is about yfo. Since interior rates 
are usually above 44 % the first class of notes would 
probably have a considerable lease of life; the others 
would probably appear only during the crop-moving 
periods. 

The bill does not provide for a material contraction of 
the bond-secured currency; if this issue is excessive, the 
measure would favor further expansion. Examination of 
data bearing upon the question indicates a need for re- 
straint. Comparisons are made with 1892, the year of 
the culmination of our last expansion period. (See table 
at end of article. ) 

The proportion of cash held by all national banks in 
their required reserves fell from 80 % to 63 Jo ; interior 
banks (excluding those of the three central reserve cities) 
show a decline from 68 % to 49 %. In other words, 
interior banks have very largely increased the proportion 
of reserves loaned to banks in the centers. Their general 
business, measured by deposits, using 1892 as 100, in- 
creased to 239; cash at home to only 182; the excess of 
funds in other banks over cash at home increased to 363 ; 
and the note issues to 328. 

The movement of funds to centers is encouraged by 
the payment of interest by the banks there on such so- 
called "deposits" ; even the fact that it brings about abnor- 
mally low and unprofitable rates during part of each year 
does not discourage the practice; furthermore, the ab- 
sence of funds from home enables the maintenance of 
higher local rates by interior banks. In September, 1906, 
interior banks held in cash 344 millions; they reported 
due from other banks 932 millions, or more than six 
times the estimated need of money to move crops (150 
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millions). A call upon New York for a return of part 
of its holdings caused a crisis. 

Obviously, interior banks should keep a larger portion 
of their reserves at home; but the maintenance of an 
excessive note issue prevents this. Instead of retiring 
circulation when demands diminish and foregoing the 
small _profit thereon, the surplus notes are sent to the 
centers; the banks there forward them to the Treasury 
for so-called redemption in reserve money; the Treasury 
when reimbursed by the issuing bank returns the notes 
to it ?> and they are again issued, again reach the centers, 
and so on, an endless chain of non-redemption (so long 
as it is profitable), which expands inter-bank liabilities 
and reduces reserve cash of interior banks. If banks in 
the centers would cease paying interest on these funds, 
the practice would be discontinued. 

Interior banks formerly used 21 % more than their 
deposits in loans ; they now use only 99 Jo of their de- 
posits for this purpose ; indicating that the notes are not 
necessary to supplement deposits to accommodate the 
public. Applying the measure employed above, deposits 
increased to 239, loans, including overdrafts, only to 196; 
moreover, "collateral loans," which embrace the specula- 
tive class, rose to 268, so that other loans rose only to 172. 
Interior banks loan largely to New York stock operators 
directly when call loans are high; and the home demand 
probably suffers by reason thereof. Furthermore, inte- 
rior banks now show large investments in stocks and 
bonds other than those required for circulation and public 
deposits ; the increase since 1892 has been as 100 is to 446. 
These facts indicate diminished public service by these 
institutions. 

It is true that interior demands are in large part satis- 
fiable only with actual currency, not credits. National 



Round Table — Money and Banking 73 

banks in September, 1906, could under the law have 
issued 300 millions of notes ; but since it required cash to 
buy bonds to provide notes, the power of issue was use- 
less. Thus the existing system failed when the needs 
were greatest. The credit-note plan enables banks to 
convert their credit into currency as needed. 

The expansion of liabilities thus directly due in large 
part to the failure to contract note-issues at seasons of 
lessening demand, has caused a decline in the ratio of 
capital support of all national banks from 19.6 % to 
10.4 Jo. The ratio of gold reserves, the means of ultimate 
liquidation, has fallen from 13.8 % to 8 % as compared 
with deposit and note liabilities of the banks and the 
Treasury. The Bank of France holds 65 Jo of its note 
obligations in gold; our ratio is about 29.2 Jo. Measur- 
ing our supply of means to handle the increased business,, 
including bank deposits as means, there appears to be no 
deficiency. 

Our heedless expansion has given us the fictitious re- 
nown of enormous increase in "banking power," com- 
pared with the rest of the world, from 1890 to 1906. 
But our total gold stock upon which this rests fell from 
13.3 % to under 9 Jo ; the rest of the world has nearly 
22 Jo, which is the ratio for Europe, where the decline 
was only from 25 % since 1890. This weakening of 
our position conclusively disposes of the belief that our 
chief money center will soon be the dominant one in inter- 
national affairs. Stronger by over 140 % in gold, and 
even more so in the superiority of their monetary mechan- 
isms, our competitors have no occasion to fear us. 

We should improve the relation between our gold 
stock and liabilities; expansion will not merely diminish 
the ratio, but cause a loss of gold. Additional bank-note 
issues should be carefully guarded; the bond-secured 
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notes must be subject to contraction as well as the credit 
notes, for they have manifestly helped materially to cause 
the unwholesome expansion. Instead of permitting the 
proportion of these notes to remain at 62^ °fo, the volume 
should be reduced to 50 % of the capital; 25 % of the 
capital to be issued in low-taxed credit notes as proposed ; 
the remaining one-fourth of the capital in more highly- 
taxed credit notes. The $3,000,000 limitation against 
retirement of notes should be modified so as to apply only 
during the portion of the year when business demands are 
slack; the demand is determined by seasons; rationally, 
the regulation of volume should be determined in like 
manner. 

It would appear wise to adopt a graduated tax for the 
last-named class of notes, the basis therefor to be not the 
amount of issue but the period of use. It is desirable to 
permit issues when needed, with reasonable restriction; 
but the chief aim is to induce retirement when the needs 
have passed. Hence the tax should increase with the 
time notes are kept out, again in harmony with the sea- 
sonal demand. 

These provisions for regulation are, however, far in- 
ferior to those which would naturally follow the creation 
of a central bank; with such a regulator the tax upon 
notes, an artificial device at best, could be minimized, and 
probably eliminated entirely after the guaranty fund has 
been provided for. But until an agreement can be reached 
for comprehensive reform, we needs must temporarily 
employ devices which do not appear the best. This merely 
emphasizes the need for a central bank; and moreover, 
there can be no concentration of our great financial 
power, now scattered and partially impotent, until we 
have such a mechanism. 
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